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FUNCTI ONAL DESCRI PTI ON

The Defense Logistics Agency (DLA) Defense Reutilization and
Mar keting Service (DRVS) Activity Goup is responsible for the
reuse, or reutilization, of excess and surplus personal property
within the Departnent of Defense (DoD). Itens received by the DLA
Def ense Reutilization and Marketing Ofices (DRM3s) neeting
Mlitary Services item manager criteria are automatically referred

through front-end screening notices. The Mlitary Services
reutilized approximately $1.4 billion worth of personal property in
FY 2001, resulting in savings to the DoD and the Governnent. | f

property is not reutilized, it can be transferred to other Federa
agencies. Remaining property becones surplus and is nmade avail abl e
for donation to authorized state agencies and charitable
organi zations. The bal ance of property is offered for conpetitive
sale to the public.

The DLA disposal mssion includes hazardous property disposition
In this capacity, DLA handles the vast mmpjority of DoD property
governed by the Resource Conservation Recovery Act (RCRA) of 1976,
as anended. Sone hazardous material has reutilization and/or sales
val ue and goes through the sanme process as all other DoD property.
However, once it has been screened for potential reutilization or
sal es value, all hazardous waste is directly disposed of through
contracts managed by DLA and funded by the MIlitary Services.

DRVS headquarters, responsible for operational control, is |ocated
in Battle Creek, M chigan. The operational core of this
organi zation lies wth individual DRM3>s |ocated on mlitary
installations throughout the world. DRM>s receive, classify,

segregate, demlitarize, account for and report excess material for
screening, lotting, merchandi sing, and sal es.

CHANGES | N OPERATI ONS

The organization is at the halfway point in a transformation that
by 2005 will result in an entity little nore than one-third of its
1996 si ze. Throughout this transformation, DRMS is maintaining
quality service to its custoners, but delivering these services
t hrough innovative contracts and nore effective use of information
t echnol ogy.



DRVS recognizes that disposal workload has and probably wll
continue to decline. In response to this workload decline, DRM
el i m nated over 1,500 FTEs between FY 1997 and FY 2001 and projects
continued reductions of 384 FTEs over the budget period. The
projected FTE reduction outpaces the decline in workload due to
initiatives that have resulted in nore stream ined work processes
and the novenent of comrercial type processes to the private
sector. The nunber of line itens received from FY 1997 through FY
2005 is projected to decrease at an average annual rate of five
percent per year while FTEs are programmed to decrease at an
average annual rate of eight percent per year. This results in an
average annual increase in productivity of seven percent per year.
DRMS al so does not plan to retain the current DRMO infrastructure.
DRVS reduced the nunber of DRMOs in the continental United States
(CONUS) by approximately one-half in an Infrastructure Reduction
initiative begun in late FY 1997. This was a major task, which
took two years to conplete.

DRVS also conducted an A-76 public/private conpetition on the
| ogi stics stock, store and issue functions at 10 DRMOs. The first
DRMS A-76 conpetition was conpleted in FY 2000 and resulted in the
conversion to contract of the affected functions. DRVS is
proceeding with a second A-76 conpetition of the warehouse
logistics functions at the 61 CONUS DRMOs not yet studied. DLA
i ssued the public announcenent of the A-76 conpetition on Cctober

9, 2001. It wll inpact approximtely 400 FTEs.

DRVS has a |ong-range goal of becomng a broker of information,
which will result in the nore efficient nanagenent of property.
Initiatives have been focused on enacting process inprovenents that
will allow DRMS to better achieve this goal. As DRMS transitions
to an organization that is nore adept at “noving information and
not property”, DRVMS will be able to centralize its organi zational
presence at fewer strategic locations. This will allow DRMS to

perform its mssion with substantially reduced infrastructure,
| abor and cost.

BUDCGET HI GHLI GHTS

TRANSACTI ON ACTIVITY BILLI NG

Hi storically, DRVMS has recovered operating costs with a conbination
of proceeds from the sale of surplus personal property to the
public, reinbursenments from specific custoners for work perforned
and a Service Level Billing (SLB) paid by the Mlitary Services and
DLA Supply Managenent Activity G oups. DLA devel oped Transaction
Activity Billing (TAB) to recover mssion costs through a process
t hat provides custoners (MIlitary Services and DLA) bills based on
actual services and workload for property disposition. Esti mat ed
wor kl oad and cost data are processed through the TAB nodel.
Through this process, DRMS can identify the end user and the



wor king capital fund custoner separately, providing visibility of
t he disposal cost inthe life cycle of the item

By having visibility of the cost for various services that DRVS
provi des, custoners can influence their costs. TAB is a practical
application of Activity Based Costing (ABC) principles to assess
costs and set rates in accordance with the level of effort required

to perform the service. DRVS i npl emented the system and began
testing in FY 2001, and we wll use FY 2002 data to validate the
application of the TAB rates and workl oad estinates. In FY 2003

the SLB is based on TAB rates and wor kl oad esti mat es.

DRVS i1s changi ng processes and investing in technol ogy to enable
decreased reliance on physical infrastructure. As DRMS nakes the
transition fromperform ng disposal with a network of warehouses
and scrapyards to managi ng information with no novenent of the
property until the final disposition is determned, the cost to
physically turn property in to a DRMOw || increase. The

addi tional cost of physical turn in versus electronic turn in
(Received in Place) should give DRV custoners a financial
incentive to decrease their reliance on the DRVS physi cal

i nfrastructure.

UNI T COST/ PERFORVANCE | NDI CATCRS:

Unit cost, as a performance indicator, helps nanagers nmake nore

infornmed resource allocation decisions. It encourages nanagers to
focus on not only the total cost of the business, but also on the
conponents that make wup the business. Unit cost highlights

operational efficiency and provides nore information to neasure and
eval uate performance. The DRMS unit cost goals are based on the
maj or wor k processes:

a. Reutilization/Transfer/Donation unit cost goal is based
on the total cost associated with the R T/ D process
di vided by the
acqui sition value of the property disposed via R T/D.

b. Sales unit cost goal is based on all costs associated
with the public sale of surplus personal property divided
by net (after customer reinbursenents) sales.

c. Utimte D sposal (UD) unit cost goal is based on the
non-contract costs associ at ed wi th environnmental |y
regul ated disposal of hazardous waste divided by the
nunber of pounds of hazardous waste di sposed.

d. Abandonnent and Destruction (A&) unit cost goal is based
on the cost of either storing in a landfill or
destruction of those non-hazardous itens that remain at



the end of the process divided by the nunber of pounds of
property di sposed.

Costs are allocated using an ABC Model. DRMS updates and refines
the ABC Mbdel during each budget subm ssion to capture costs nore
accurately and bill our customers based on the actual services we
provi de them DRVS earns its obligation authority through unit
cost goals. The FY 2001 through FY 2003 goals and workload
estimates are reflected in Table 3:
Unit Cost

FY 2001 FY 2001 FY 2002 FY 2002 FY 2003 FY 2003

Actual Workl oad CGoal Wor ki oad CGoal Wor ki oad
R T/D 1/ $0. 03423 $2,100.0 $0.02427 $2,980.0  $0.02429 $2,840.0
Sal es 1/ $2.1188  $53.9 $2.1574  $53.1 $2.3274  $47.8
up 2/ $0. 159 264. 3 $0. 177 220.5 $0. 177 214.2
A & D 2/ $0. 079 84.0 $0. 091 50.5 $0. 094 47.2

1/ Workload in millions of dollars
2/ Workload in mllions of pounds (Performance Indicator)

(Table 1)
Wor kl oad:

DRMS projects an across-the-board decrease in workload over the
budget period, with the exception of RID. During FY 2001, DRMS
experienced an unprecedented reduction to our reutilization
wor k| oad. The main driver for this decline was the General
Services Adm nistration noratoriumon transfers of excess conputers
to US. Departnent of Justice Federal Prison Industries, Inc.
(UNI COR), which accounted for $1 billion in R'T/D workload in FY
2000. Secondly the DoD policy requiring destruction of
uncl assified conputer hard drives prior to release outside of DoD
precl uded di sposal by R'T/D. Subsequently, this policy was revised
but still had a negative inmpact on workl oad. As a result, R T/D
workload for FY 2001 was $2.2 billion below President Budget
estimates of $4.3 billion.

Sales continue to decline as a result of lower turn-ins and
decreased value of property that is turned in. Over the past
several years workload (neasured in |atest acquisition value of
useabl e property turned in for disposal) was estinated to decrease
12 percent but actually has decreased 35 percent. Useable property
may be downgraded to scrap upon recei pt based on the condition and
val ue of the property. The DRVS downgrade rate was projected at 48
percent of wuseable receipts. Based on current experience, the
downgrade rate is now projected at 53 percent. The increased
downgrade rate reflects the declining value of the property which
results in | ower sales.



Utimate disposal workload shows a significant decrease from FY
2001 to FY 2002 based on a one-tine disposal of 80 mllion pounds
of tannin generated by the Defense National Stockpile Center in

FY 2001. Workl oad is expected to return to normal levels in FY
2002. Abandonnent & Destruction workload is expected to decline at
a rate commensurate wth the overall reduction in disposa

wor k| oad.

NET OPERATI NG RESULT ( NOR)/ ACCUMULATED OPERATI NG RESULT ( AOR)

In FY 2001, DRMS experienced an NOR gain of $57.1 nillion. Thi s
gain partially offsets the AOR loss brought forward from the FY
2000 revenue |oss incurred. This loss was the result of an
unsuccessful |egislative proposal to allow the transfer of revenue
from the Defense National Stockpile Center to DRMS, in lieu of a
Mlitary Servicel/ DLA-financed Service Level Billing to finance DRMS
operating costs. During FY 2002, DRMS will bill its custoners at
the SLB anobunt set in the |ast budget cycle. These SLB anounts
were based on TAB workl oad estimates and recoverable costs. For FY
2003, DRMS costs not covered by other revenue (sales, reinbursable
projects) will be recovered again based on the SLB as determ ned by
TAB costs and wor kl oad estimates.

NOR/ AOR
(Dollars in MIIions)

FY 2001 FY 2002 FY 2003

Revenue $372.1 $357.1 $342. 6
Expenses $315.0 $298. 9 $298. 7
Operating Result 0.0 0.0 0.0
O her Changes Affecting NOR 0.0 0.0 7.6
NOR 57.1 58.2 51.5
Prior year AOR (166.8) (109.7) (51.5)
Non- Recover abl e Adj ust nent

| mpacti ng AOR 0.0 0.0 0.0
AOR (109.7) (51.5) 0.0

(Tabl e 2)

M LI TARY AND Cl VI LI AN PERSONNEL

Reductions in enploynment |evels, wthout degradation of mssion
support, are achieved primarily by two factors: automation and
managenent i nprovenents. Automating our reutilization and
mar keti ng processes and managenent information systens (noving
i nformati on not property) reduces the need for manual intervention.
As DRMS transitions into noving nore information and | ess property,



we wll be able to centralize our organizational presence at fewer

strategic locations wth substantially reduced infrastructure,

| abor and cost. Productivity nmeasures include the nunber of people
enployed or, nore inportantly, the full-time equivalents used.

Table 3 identifies budget estimates for full-tinme equivalents and
end strength for DRVE. Ful | Time Equivalents are decreasing 18%
over the budget period.

Mlitary and Cvilian Personnel

FY 2001 FY 2002 FY 2003

End Strength

Mlitary 9 9 9

Cvilian 1,932 1,776 1,630
Tot al 1,941 1,785 1,639
Ful | -time Equival ents

Mlitary 9 9 9

Cvilian 2,088 1, 855 1, 704
Tot al 2,097 1, 864 1,713

(Tabl e 3)

CAPI TAL EXPENDI TURES

DRVS nonitors the condition of facilities and equipnment at
approximately 95 DRMOs to naintain a safe and healthy workplace in
accordance wth stringent environnental and safety and health
regul ations. Mnor Construction projects are to enhance operations
at various storage facilities to pronote proper handling of
hazardous rmaterials, hazardous waste, and itens requiring
demlitarization. In FY 2003, DRVS will replace tool carriers and
scrap handlers that have reached or exceeded their useful life at
vari ous DRM3s. The DRVMS Automated Information System (DAISY)
system changes (DRMS operating system) wll facilitate custoner
rel ati onship managenent and interfaces wth Business Systens
Moder ni zation (BSM. M nor construction projects are requested to
construct new or renovate admnistrative facilities and m ssion
operational facilities (such as scrap bins, truck scales, and open
storage) and to inprove fencing, drainage and roads. Table 4
depicts the capital program budget authority for FY 2001 through FY
2003:

Capi tal Program Budget Authority
($ in MIlions)

FY 2001 FY 2002 FY 2003

Non- ADP Equi pnent $0. 4 $3.2 $0.8
ADP Equi prent 0.0 0.0 0.0
Sof t war e Devel opnent 0.0 3.6 1.3
M nor Construction 5.9 6.0 6.0
Tot al $6. 3 $12.8 $8.1



Defense Logistics Agency
Defense-Wide Working Capital Fund
Defense Reutilization and Marketing Services
Fiscal Year (FY) 2003 Budget Estimates
Changes in the Costs of Operation
February 2002

(Dollar in Millions)

EXPENSES
FY 2001 Actual 299.6
FY 2002 Estimate in President's Budget 314.4
Estimated Impact in FY 2002 of Actual FY 2001 Experience -15.5
FY 2001 Experience:
Pricing Adjustments 0.5
Labor 0.7
Nonlabor -0.2
Program Changes -16.0
Civilian Personnel Cost 6.6
Military Personnel Cost 0.0
Travel of Persons -2.5
Supplies -0.8
Equipment 0.0
Intrafund Purchases -4.9
Transportation of Things 5.6
Other Purchased Services -20.0
FY 2002 Current Estimate 298.9
FY 2002 Current Estimate 298.9
Pricing Adjustments: 4.9
Labor 5.0
Nonlabor -0.1
Program Changes -5.1
Civilian Personnel Cost 0.2
Military Personnel Cost -0.3
Travel of Persons -0.1
Supplies 0.1
Equipment -0.8
Intrafund Purchases -0.2
Transportation of Things 0.4
Depreciation 0.2
Hazardous Contracts -0.5
Other Purchased Services -4.2
FY 2003 Current Estimate 298.7




DEFENSE LOGISTICS AGENCY
Defense Wide-Working Capital Fund
Defense Reutilization and Marketing Service

Fiscal Year (FY) 2003 Budget Estimates

Source of New Orders and Revenue

February 2002
(Dollars in Millions)
FY 2001 | FY 2002 | FY 2003

1. New Orders
a. Orders from DoD Components 308.8 289.5 280.2
Army 23.3 103.9 115.1
Navy 22.5 85.7 78.2
Air Force 9.1 54.5 47.2
Other 254.0 45.3 39.6
b. Orders from Other Fund Activity Groups 5.9 10.8 18.5
c. Total DoD 314.7 300.3 298.7
d. Other Orders: 3.5 3.7 3.7
Other Federal Agencies 0.5 0.7 0.7
Foreign Military Sales 3.0 3.0 3.0
Total New Orders 318.2 304.0 302.4
2. Carry-In Orders 0.0 0.0 0.0
3. Total Gross Orders 318.2 304.0 302.4
4. Sales Proceeds 53.9 53.1 47.8
5. Total Gross Sales 372.1 3571 350.2




DEFENSE LOGISTICS AGENCY

Defense-Wide Working Capital Fund
Defense Reutilization and Marketing Service
Fiscal Year (FY) 2003 Budget Estimates
Revenue and Expenses
February 2002

(Dollars in Millions)

FY 2001 FY 2002 FY 2003
Revenue
Sales
Operations 3721 357.1 342.6
Total Income: 3721 357.1 342.6
Expenses
Salaries and Wages:
Military Personnel Compensation & Benefits 1.3 1.1 0.8
Civilian Personnel Compensation & Benefits 111.0 109.6 114.7
Travel & Transportation of Personnel 4.8 4.8 4.7
Materials & Supplies (For Internal Operations) 2.2 2.4 2.3
Equipment 7.0 104 10.3
Other Purchases from Revolving Funds 15.1 19.4 19.2
Transportation of Things 171 9.7 10.1
Depreciation - Capital 6.8 104 10.7
Printing and Reproduction 0.3 1.0 1.0
Advisory & Assistance Services 0.1 4.6 4.8
Rent, Communication, Utilities & Misc. Charges 3.1 6.9 6.8
Other Purchased Services 146.2 118.6 113.3
Total Expenses 315.0 298.9 298.7
Operating Result 571 58.2 43.9
Adjustments Affecting NOR 0.0 0.0 7.6
Net Operating Result 571 58.2 51.5
Prior Year AOR -166.8 -109.7 -51.5
Other Changes Affecting AOR 0.0 0.0 0.0
Accumulated Operating Result -109.7 -51.5 0.0
Non-Recoverable Adjustment Impacting AOR 0.0 0.0 0.0
Accumulated Operating Result for Budget Purposes -109.7 -51.5 0.0
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